
ITVRO RATES: TOP OF RATE CARD I
ESPN *

WTBS
TNT
CNN
USA *

LIFETIME
A&E*
TWC*
DISCOVERY
FAM
CMT*

1.00
.92
.55
.55
.50
.45
.40
.40
.38
.30
.25

•- \~
2-~4- _ 2-3t

* Non-vertically integrated programming services
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RATE REGULATION:

HOW ITS UNINTENDED
CONSEQUENCES COULD

GREATLY HARM PROGRAM
SERVICES
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ICURRENT IMPACT ON DCI DUE TO THREAT OF RATE REGULATIONI

•

•

•

•

TLC LAUNCHES ARE STALLED AS OPERATORS AWAIT RE-REGULATION AND
REFUSE TO LAUNCH ANYTHING MORE ON BASIC

OPERATORS SAY "BASIC IS DEAD" "WE HAVE TO TIER YOU" BECAUSE WE
CAN'T PASS ON COSTS IF WE ADD YOU TO BASIC

AS OPERATORS MAKE ROOM FOR MUST CARRY, THEY USE UP CHANNELS
AND CAN'T LAUNCH TLC

WE HAVE HAD TO DRAMATICALLY SCALE BACK OUR BUSINESS PLAN
EXPECTATIONS FOR TLC. GOAL NOW 30-40M SUBS VS 60M &AN ASSET
WORTH A LOT LESS THAN DISCOVERY

•

2).



OUR PASSIONATE PLEA

DON'T LET RATE REGULATION HURT
NEW CHANNELS LIKE LEARNING
ANY MORE THAN WE'VE BEEN HURT
ALREADY.

. .
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I WHY BEING ON BASIC IS OPTIMAL I
. Being on basic gives 100% of viewers in any

market a chance of seeing your service

· Because basic carriage maximizes your sub
volume, viewership and thus advertising revenue
are maximized

. Consumers benefit: programming fee charged to
affiliates, and ultimately consumers, is minimized

25.



I WHY BEING ON A TIER SUB-OPTIMIZES I
• In tiered world, subscrlbershlp and therefore viewership and ad

revenue are limited; perhaps greatly limited

• Subscribership Is limited because only a percentage choose to
pay the extra fee

• Viewership Is limited because there is a smaller pool who can
choose to view any given network

• Ad revenue Is limited because subscribershlp and viewership are
limited

• Marketing costs are greatly increased because of the expense of
promoting yourself to subs

• Because of reduced ad and subscriber revenues and greater
marketing costs, consumers pay more.
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THE ECONOMICS TO A PROGRAMMER OF BEING
CARRIED ON BASIC V5. BEING CARRIED ON TIER

ASSUMPTIONS:

• A network is carried by affiliates servicing 20 million IIbasicll

households.

• Total annual expenditures for the network amount to $50 million.

• In order to hit financiaillbreak-even ll , the network must be able
to achieve ad plus affiliate revenues totaling $2.50 per IIbasic"
household ($2.50 x 20 million).

• For every household that the network is in, $1.25 of ad revenue is
expected to be earned (assuming viewership estimates are
achieved).
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IOTHER PROBLEMS CAUSED BY TIERS: I
REDUCTION IN SAMPLING UNIVERSE NEGATIVELY AFFECTS
RATINGS.

ADVERTISERS WILL PAY US LESS IF THEY GET A "PORTION" OF
ALL THE MAJOR MARKETS (20-30%) VERSUS ALL OF THE
MAJOR MARKETS.

PERCEPTION OF GROWTH AND MOMENTUM IS VITAL TO
ADVERTISERS. ON TIERS, GROWTH IS GREATLY SLOWED.

TIERS ARE EXTREMELY CONFUSING TO CONSUMERS.
MARKETING TENDS TO SOUND LIKE ALPHABET SOUP.

2R.



IPROBLEMS WITH TIERS CONTINUED.... I .
OUR BUSINESS PLANS CANNOT ABSORB THE HIGH COSTS OF THE
CONSTANT MARKETING THATIS NECESSARY.

ADVERTISING IS A MULTI-LEVELED SALE. LOTS OF PEOPLE HAVE TO
BELIEVE IN YOUR NETWORK. BUT ADVERTISERS ARE VIEWERS TOO. IF
THEY CANIT SEE YOUR CHANNEL THEMSELVES, YOU DONIT EXIST.

t

THEY WONIT "VOTE" FOR YOU TO BE INCLUDED IN A BUY.

29.



ANALYSIS OF AFFILIATE FEE PRICING BASED ON
DIFFERENT TIERING LEVEL SCENARIOS:

NETWORK NETWORK ANNUAL AD REQUIRED SUB REQUIRED
PENETRATION SUBSCRIBERS· SALES REVENUE (FOR SUBSCRIBER

(@$1.25/SUB) "BREAK-EVEN") FEE/MONTH

100% 20 MILLION $25 MILLION $25 MILLION 10.0¢

80% 16 MILLION $20 MILLION $30 MILLION 16.0¢

60% 12 MILLION $15 MILLION $35 MILLION 24.0¢

40% 8 MILLION $10 MILLION $40 MILLION 42.0¢

20% 4 MILLION $5 MILLION $45 MILLION 94.0¢

..
·Out of 20 Million "Basic" Subs

~
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RECAP OF REASONS WHY DISCOVERY COMMUNICATIONS, INC. HAS
DIFFERENTIATED IN PRICING TO ITS AFFILIATES

1. - - AF ILIA· THE INITIAL GROUP OF AFFILIATES WHO ASSISTED THE
NETWORKS BY AGREEING TO GIVE UP FREE CONTRACTS AND TO PAY A FEE.
THEY DESERVE -SPECIAL- PRICING CONSIDERATION.

2. -VOLUME- DISCOUNTS: AFFILIATES THAT PROVIDE A GREATER QUANTITY OF
SUBSCRIBERS MAKE A GREATER CONTRIBUTION TO NETWORK ADVERTISING AND
AFFILIATE REVENUES AND THEREFORE DESERVE SPECIAL PRICING CONSIDERATION

3. - W ENETRATI N I AL· AFFILIATES AND THEIR SYSTEMS THAT
PACKAGE OUR NETWORKS IN SUCH A WAY THAT THEY ACHIEVE LOW -PENETRATION­
PAY A PENALTY (OR SURCHARGE). THE SURCHARGE IS INTENDED TO RECOVER LOST
AD I AFFILIATE REVENUE AND INCENT RE-PACKAGING KEYED TO THE PERCENTAGE
OF THEIR SUBSCRIBERS THAT RECEIVE THE SERVICE.

4. TT . IF THERE ARE INCREMENTAL COSTS
ASSOCIATED WITH PROVIDING SERVICE TO AN AFFILIATE OR GROUP OF AFFILIATES,
THESE COSTS ARE RECOVERED THROUGH A HIGHER RATE PER SUB (E.G. TVRO, TIERS).

5. . DCI
HAS FOLLOWED PRACTICES USED BY NON-VERTICALLY INTEGRATED PROGRAMMERS,
I.E., MARKET DRIVEN PRACTICES, BASING ITS TVRO RATE IN PART ON MARKET
FACTORS. 32.



IESTIMATED REVENUE LOSS TO DISCOVERY IF "LOWEST UNIT" RATE ISADOPTED: I
1993 1994 1995 1996 4 YEAR TOTAL

$13M $12M $llM $10M $46M
.

ESTIMATED REVENUE LOSS TO TLC IF TIERING PRICES ARE CONSTRUED TO BE
DISCRIMINATORY:

1993 1994 1995 1996 4 YEAR TOTAL

$OM $2M $5M $10M $17M

ITOTAL LOST REVENUE ESTIMATE: I
1993 1994 1995 1996 4 YEAR TOTAL

$13M $14M $16M $20M $63M·

11.
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I PROPOSED SOLUTIONS - PROGRAM ACCESS I
• Presumption that pricing is not discriminatory or anti-competitive:

-If programmer offers same rate card to alternate technologies (other
than TVRO) as to cable affiliates

-If rates to TVROs are under the average rate charged by non­
vertically integrated programmers (less than 49¢)

• Create "safe harbor" for program services that serve 50% or more of
SMATV, MMDC, TVRO and DBS (alternate technology) markets

• Grandfather existing contracts

• Create "safe harbor" for vertically integrated programmers whose
practices closely parallel those of non':'integrated programmers

35.



IPROPOSED SOLUTIONS - RATE REGULATION I
• ALLOW OPERATORS TO PASS THROUGH

•
•
•

NET CAPACITY EXPANSION COSTS
TECHNOLOGICAL IMPROVEMENT COSTS
PROGRAMMING COSTS

THESE PASS THROUGHS WILL ENCOURAGE INCREASED
PROGRAMMING CHOICES FOR CONSUMERS Be FOSTER NEW
DEVELOPMENTS IN TECHNOLOGY WHICH WILL LEAD TO
HIGHER QUALITY SERVICE. COST INCREASES WILL BE KEPT IN
LINE BY EXTREMELY COMPETITIVE MARKET FORCES.

• REGULATE BASIC TIER BY SETTING PER CHANNEL RATE RATHER THAN OVERALL
RATE.

OTHERWISE, OPERATORS WILL REMOVE NON MUST-CARRY
•

SERVICES FROM BASIC. A PER CHANNEL RATE WILL DISCOURAGE
TIERING AND THUS REDUCE THE LlKLIHOOD OF CONSUMER PRICE
INCREASES

'I,
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DISCOVERY COMMUNICATIONS, INC.
(continued)

ExECUTIVE COMMI'rl'EE:

PRESS CONTACTS:

John S. Hendricb
FoU1Uln-, ChtJirmtlll. and CEO
~Co~ns,Inc.

Ruth L. Otte
PratdaI and COO
~Networ'"

Grepy B. Moyer
~tiw VICe Praidmt
Programming Group

Gres Durig
&mor Vice PruU:WI.t tmtI
ChWf Fi7atJnciol Offi«r

DomaDick Fioravanti
&mor VICe PrwitMn.t
CorporaU D«JelDpmmt
and InImItJtio7l4l

Bill McGowaD
&mor VICe PratdaI
~S4la

Judith A. McHale
&mor VICe PretIitlmt
CorporaU SmJica
and GeMrcl COUIIMl

Chria 1beley
SmU>r VICe Ptwidimt
M~&Commu~

Jim Boyle (8t. 5670)
VICe Pruidmt
Communications

Susan Murrow (8t. 5432)
DirecltJr
Programming Publicity

VICki Stearn (8t. 5436)
&tUor MantJlu
CommunicatioM

Krista Van Lewen (est. 5274)
MantJlu
Corporate Communications

DISCOVERY COMMUNICATIONS, INC.
7700 WwcoDSiD Avenue I Beth.ta, Maryland I 20814-3522

(301) 986-1999 I (30l) 986-4826 FAX



1be DIscovery Channel
Fast Facts

Programming:

Hours:

Launched:

AffIliates:

Subscribers:

satellites:

ownership:

executives:

MSTPACTS

The DIscovery Channel Is the only coble
network to feature 18 hoUrS a day of the
wor1d's ftnest non-ftetlon entertainment
covering nan.re and the environment,
science and technOlOgy, history, adventure
and the peopte who shore our world.

9 AM to 3 AM ET (18 hours per day)

June 17, 1985

9,731 coble systems In all 211 DMA's

59.4 million (A.C. Nielsen os of March 1993)

SOtcom C-4, transponder 21 (East Coast)
Galaxy 5, transponder 12 (West Coast)

Cox Coble Communications; John S.
HendrICks; NeYlChannels Corp.; and
TCI Development Corp.

John Hendricks
Founder, Chairman and CEO
DiSCovery Communications, Inc.

Ruth ette
PreSident and Chief Operating Officer
DiSCovery Ne1works

-more-



The Discovery Channel
(continued)

Gregory B. Moyer
executive VIce President
Programming Group
DIscovery Communications, Inc.

ChaIeS Gingold
5enIor VIce President
Programming, TDC-USA

oawn-MCCOI
VIce President
AtfIIate SOleS and Relations
The DISCovery Chamel

Chris Mosefey
5enIor VIce President
Morke1tng & CanmunlCottons
DlscOV9lY Ne1WOrkS

BII McGONCJ1
senior VIce President
AdvertISIng SOleS
DlSCoveJY Networks

Prell Contacts: Jim Bo,1e (ext. 5670)
VICe President
Communications

5lsJn MurrON (ext. 5432)
DIrector
Programming Publicity

Vlckt Steam (ext. 5436)
5enIor Manager
Communk:ations

KrIsta Van Lewen (ext. 5274)
Manager
Corporate Communications

DlsCOVERV COMMUNICATIONS. INC.
7700 WIsconsin Averue I Bethesda, MayIond I 20814-3522

(301) 986-1999 J (301) 986-4826 FAX
3193



The LeG"",.. Channel (TLC) is the only cable network that consistently offers

people of all ... -- from pre-llCboo1erl on - an etVoyablet entertaining way to learn

and _tisfy their natural curiosity. Relaunched October It 1991t this new uiewer

frimdly eerrice r&ann. stimulatin& provocative DOn-fiction that awakens the power of

the mind. TLC 8ipature lI8rie8 and Ipecial8 aplore the humanitiest artst scienC88t

entertainment and much more that enriche8 and delights.

THE LEARNING CHANNEL

fAST fACTS

••

October I, 1991

November 1980
(Acquired by Discovery Communications in May 1991)

1522 cable 8)'8tems in top 100 DMA'.

DUIcovery Communicatioust Inc.

Satcom C-3, traD8pODder 2

19.5 million households
(Nielsen Universe Estimatet March 1993)
Does not include alternate technologies distribution.

John Hendricks
Founckr, ChD.irma.n. and CEO
Discouny Communications, Inc.

Ruth Otte
President and COO
Discouny Networlu

••

PARENT COMPANY:

LAUNCH DATE:

RE-LAUNCH:

AFFnJATES:

SATELLITE:

SUBSCRIBERS:

ExECUTIVES:

.'



TIm LEARNING CHANNEL
(continued)

GreaotY B. Moyer
E:ut:utiw VICe Praida.t
ProBrammi1&l Group
Di.M:tJwry ComnumicGtioM, Inc.

John B. Ford
&mor VICe Pruidmt
Propamm.inf
T1&e LtlGmi1&l C1atln.Ml

BB1 Goodwyn
V,. Plwidat
AffIli,l* 8tIJa and 1W4tit»u
T1&e 1.Mzmin8 C1uznINl

I'IL":- 'I." J_
"'~~.J'

&mo,. VICe Pruidmt
JltI1'WnI & CommunicatioM
Di.M:tJwry Naworlu

BB1 McGowan
&mo,. VICe Ptwidmt
~84JM
Di.M:tJwry Nltworiu

PRESS CONTACTS:

3193

Jim Boyle (at. 5670)
VICe PruUkn.t
ComnwnicotioM

s-a MurroW (at. 5432)
Director
Programming Publicity

VICki Steam (at. 5436)
&mor MtI1I48u
Communicatio1I8

Kri8ta Van Lewen (at. 5274)
Mtu&48er
Corporate Communicatio1I8

DISCOVERY COMMUNICATIONSt INc.
7700 WI8COD8in Avenue I~ Maryland I 20814-3522

(301) 986-1999 I (301) 986-4826 FAX
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1985
June 17

1986
June

June 17

July

OctOber

1987
January

FAST FACTS

HISTORICAL HIGHLIGHTS

Wtth financial backing from New YorI< Life Insurance,
Allen and Company Inc., and Group W Sotelltte
CorrmuniCotlons, The DIscovery Channel, headed by
founder, Chairman and CEO John Hendricks, launches
on GalaXy 1 satellite, transponder 22, wtth
approxlmatety 156,000 subscribers.

Four muttIpIe system coble operators (MSOS) loin
previous bockers In making on Investment In The
DIscovery Channel. They are: United Coble Television
Corp., Cox Coble Communications, Inc., Newhouse
Broadcostlng Corp., and Tele-Communlcatlons Inc.
(TCI).

Discovery marks first anniversary, serving seven million
subsCribers.

DiscOYelY offers the coble Industry's first rebate afflUate
program allowing operators to receiVe rebates on their
sub fees, baSed upon advertising sales revenues.

Former MlV Ne1Works VP of Marketing, Ruth Otte, is
named President and Chief Operating Officer of
Discovery.

Discovery expands tts programming schedule from 12
to 18 hours daily.

·Continued



DIIcowty ComrnunloaIIoM. Inc.
HI!!oryIpaa! two

February

June 17

J~

December

1988
January

April

June 17

December

DIScovery, In association wtth Orbtta Technologies
Corporafton, makes tetevtsIon hIStory by broodcostlng
66 hoUS of live SOVIet television. RuuIa: LMt From the ­
inside gives AmerIcans 1heIr first glimpse of domeStIc
SOVIet television.

DIscovery celebrates Its second bIr1hdOV onnouncng
on unprecedellted growth of 8.4 mIIIon subsCrIberS for
the tnt quarter of 1987, brInghg subsCr1ber boSe to
18.4 mIIon (more 1hOn 1()()% growth over the previous
year).

A.C. NIelSen begins to meoslIe DIscovery.

DlscovetY enters agreement wtth MtIsubIshI Corporafton
which oIoNs the latter to telecast DlScovelY
programming In Japan via coble television and closed·
clrcutt TV.

DIscovery ends the year wtth 27.5 mlUIon subscrIberS,
represen1lng a 170% growth over 1he prevIOuS year.

DIscovery Is named the 1987 Golden ACE Award
WInner for Russia: live From the Inside.

DIscovery Is named 1he fastest growing coble television
network In hiStory by A.C. Nielsen.

DIscovery celebrates tts third onnIveISOIY with 32.1
miUIon subscribers.

Discovery fIniSheS 1he year wtth 38.1 million subSCribers.

-Continued


